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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois

In July 1971 the Committee on Auditing
Procedure of the American Institute of Certi
fied Public Accountants issued Statements on
Auditing Procedure Nos. 45 and 46. Statement
45, entitled “Using the Work and Reports of
Other Auditors,” is summarized below. State
ment 46, entitled “Piecemeal Opinions,” was
discussed in the July issue when the Statement
was in its exposure stage. The final Statement
does not differ significantly from the exposure
draft.

examined by the other auditor is not
material to the financial statements cov
ered by the principal auditor’s opinion.

Under these circumstances the principal
auditor is prohibited from mentioning the other
auditor in the audit report.
Non-assumption of Responsibility
The Statement states that when the principal
auditor is unable to or does not wish to assume
responsibility for the other auditor’s work the
principal auditor must disclose reliance on the
other auditor in the scope and opinion para
graphs of the principal auditor’s report. The
Statement contains the following example of
appropriate wording under these circumstances.

Using the Work and Reports
of Other Auditors

The Statement states that its purpose is to
establish guidelines for reporting on financial
statements when the principal auditor utilizes
the work and reports of other independent
auditors who have examined the financial state
ments of one or more subsidiaries, divisions,
branches, or other components included in the
financial statements presented.

“We have examined the consolidated bal
ance sheet of X Company and subsidiaries
as of December 31, 197__ and the related
consolidated statements of income and re
tained earnings and of changes in financial
position for the year then ended. Our exam
ination was made in accordance with gen
erally accepted auditing standards and
accordingly included such tests of the ac
counting records and such other auditing
procedures as we considered necessary in
the circumstances. We did not examine the
financial statements of B Company, a
consolidated subsidiary, which statements
reflect total assets and revenues constituting
20% and 22%, respectively, of the related
consolidated totals.
*
These statements were
examined by other auditors whose report
thereon has been furnished to us and our
opinion expressed herein, insofar as it re
lates to the amounts included for B Com

Assumption of Responsibility
According to the Statement, ordinarily the
principal auditor would be able to assume re
sponsibility for the other auditor’s work when:
1. Part of the examination is made by
another independent auditor which is an
associated or correspondent firm and
whose work is acceptable to the principal
auditor based on the principal auditor’s
knowledge of the professional standards
and competence of that firm; or
2. The other auditor was retained by the
principal auditor and the work was per
formed under the principal auditor’s
guidance and control; or
3. The principal auditor, whether or not the
principal auditor selected the other audi
tor, nevertheless takes steps the principal
auditor considers necessary to obtain sat
isfaction as to the other auditor’s exami
nation and accordingly is satisfied as to
the reasonableness of the accounts for
the purpose of inclusion in the financial
statements on which the principal audi
tor is expressing an opinion; or
4. The portion of the financial statements

*The Statement provides that the magnitude of
the portion of the financial statements examined
by the other auditor should be disclosed by what
ever criteria most clearly reveals the division of
responsibility. It also provides that, when two or
more auditors in addition to the principal auditor
participate in the examination, the percentages
covered by the other auditors may be stated in
the aggregate.
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pany, is based solely upon the report of the
other auditors.

cial position for the year ended December
31, 19__ after restatement for 19__ . pool
ings of interests; in our opinion, such con
solidated statements have been properly
compiled on the basis described in Note X
of notes to consolidated financial state
ments.”

In our opinion, based upon our examina
tion and the report of other auditors, the
accompanying consolidated balance sheet
and consolidated statements of income and
retained earnings and of changes in finan
cial position present fairly . .

In reporting on the compilation of restated
financial statements as described in the pre
ceding paragraph, the Statement savs that
the auditor does not assume responsibility for
the work of other auditors nor the responsi
bility for expressing an opinion on the re
stated financial statements taken as a whole.
It states that the auditor’s review is directed
toward procedures which will enable the audi
tor to express an opinion as to proper compi
lation only. These procedures include checking
the compilation for mathematical accuracy
and for conformity of the compilation methods
with generally accepted accounting principles.
For example, it states that the auditor should
review and make inquiries regarding such
matters as the following:

Regardless of the principal auditor’s decision
as to assumption of responsibility, the State
ment states that the other auditor retains re
sponsibility for the work and report the other
auditor performed and issued.

Other Matters
Included in the Statement is a discussion of
procedures that the principal auditor should
perform to obtain satisfaction as to the profes
sional reputation and independence of the
other auditor and to assure coordination of the
principal auditor’s activities with the activities
of the other auditor. Also included is a dis
cussion of additional procedures that the prin
cipal auditor might undertake when the prin
cipal auditor decides to assume responsibility
for the work of the other auditor.
The Statement also discusses reporting on
restated financial statements of prior periods
following a pooling of interests and of the
necessity for a successor auditor to obtain satis
faction as to consistency in application of ac
counting principles.

1. Elimination of intercompany transactions
and accounts.
2. Combining adjustments and reclassifica
tions.
3. Adjustments to treat like items in a com
parable manner, if appropriate.
4. The manner and extent of presentation
of disclosure matters in the restated
financial statements and notes thereto.

Pooling of Interests
The Statement contains the following illus
tration of a “compilation opinion” which the
principal auditor of the current year’s financial
statements may issue on prior year’s financial
statements restated to reflect the pooling, pro
vided the principal auditor has examined at
least one of the entities included in the restate
ment for at least the latest period presented:

Successor Auditor
The Statement indicates that, when one
auditor succeeds another, the successor auditor
must establish the basis for expressing an
opinion on the financial statements for the first
year the successor auditor examines and on the
consistency of the application of accounting
principles in that year as compared with the
preceding year. It states that this may be done
by applying appropriate auditing procedures
to the account balances at the beginning of
the period under examination and that the
scope of this work may be reduced by consul
tation with the predecessor auditor and review
of the predecessor auditor’s working papers. It
concludes that, in such cases, it is customary
for the predecessor auditor, as a matter of pro
fessional courtesy, to be available to the suc
cessor auditor for consultation and to make the
working papers available for review. However,
it states that the successor auditor should not
make reference to the report or work of the
predecessor auditor as the basis in part for the
successor’s own opinion.

“We previously examined and reported
upon the consolidated statements of income
and of changes in financial position of XYZ
Company for the year ended December 31,
19__ prior to its restatement for 19__
poolings of interests. The contribution of
XYZ Company to revenues and net income
represented _ _ % and ___ % of the respective
restated totals. Separate financial state
ments of the pooled companies included
in the 19__. restated consolidated state
ment of income were examined and re
ported upon separately by other auditors.
We also have reviewed, as to compilation
only, the accompanying consolidated state
ments of income and of changes in finan
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